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ABSTRACT

A competent staff in financial administration at an
institution of higher education is not adequate in itself. The volume
of transactions is too great, the external restraints too numerous,
and the stakes too high to deny the value of an independent audit. It
is in the best interests of the institution to develop a receptive
attitude tovard auditors and to assist in facilitating the conduct of
the audit. Steps that both the institutional staff and the auditors
can take to contribute toward improved mutual relationships in
financial audits are presented. (MJINM)
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THE COLLEGE

A Look at \ndit Relattonships

ON LIVING WEHTH AUDITORS

By Max A. Binkley

Certain changes in higher education administration dur-
g the Tast several years have prompied eolleges and
universities to improve their standards for accountability
and tiscal control. Among these are the increasing use of
certificd public accountants for audits, steps taken by pro-
fessional organizations toward  statements of accounting
stundards, and in particalar the reliance on federal funds
subjeet to the examinations of federal auditors. Public in-
stitutions have additional inducement to meet higher stand-
ards of financial administriation in those states where tie
professionalism of state controllers and state auditors his
been improved.

A compitrison between past and present audit reports
of public institutions could Tead to the talse conclusion that
there has been serious deterioration in institational financial
reports over the vears. However, it is more likely that in
carlier vears the standards of both the institution and the
state auditor were fow compared to those of the present.
For example, a decade or so ago the state auditor’s staff
mayv have devoted fifteen man-weeks to an institutional
audit and subsequently released @ brief report indicating
evervthing was shipshape. Today, ten to twenty times the
manpower may be allotted to the samie job, and the audi-
tor's comments may be fengthy and list numerous de-
ficiencies.

Current financial reports of state universities and colleges
probably are much more refiable than formerly. The transi-
tion has veeurred in various degrees in ditfferent states. In
cases whete a rise in the state auditor's standards preceded
action by institutions, the institutional staff could only react
by trying to upgrade their operations. They suffered the
conseeaences of the inevitable time lag between efforts and
results. Other state mstitutions took the initiative and he-
gan programs of self-cxamination and scif-improvement,
thereby preserving the confidence of the legislatures and
the public.

A financial audit invariably cesults in findings, since the
performance of the institution s never without flaw. But
it is the degree to which the findings are consequential thit
affects confidence in the fiscal operation of the institution.
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A competent stafl in financial administration is not ade-
quate in itself. The volume of transactions is too great, the
external restraints too numerous, and the stakes o high
to deny the value of independent audit. It is in the best
interests of the institution to develop a reeeptive attitude
toward auditors and to assist in facilitating the conduct of
the audit.

The Role of Auditors

It may be difficult to achieve a positive attitude under
certain circumstances. Where colleges and universities have
failed to improve tinancial administration to meet the re-
guirements of new and complex programs and responsibil-
ities —- particularly where institutions have failed to meet
new standards imposed by external authorities- -the audit
can rosult in findings of numerous significant deficiencies,
In this situation the probiems of the institution tend to
mubtiply. The auditors may work for months in their
attempt to conduct a conclusive examination. Involvement
with the auditors may leave institutional personnel with
little or no time to plan and implement the improvements
needed.

The diificulties are compounded if two or more sets of
auditors are making examinations simultancously. In at
Jeast one case three ditferent sets of auditors were at work
at the same time: state auditors, federal auditors, and a
CPA firm. cach group primarily concerned with different
aspects of the operations but inevitably overlapping,

When internal controls and procedures wre deficient, the
auditors may bring so many problems to light that the stafl

.
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of the institution feartis of problems much faster than it is
able to sobve them. Beis diflicolt to work toward improved
refationships with the auditors at such o ume However,
aditons” tindings and reports and ther discernment off
deticiencios may give impetus to the development of im-
provements and help o set the duevtion of such ctforts,

Naturallv, s far better for the institution o avoid pot-
Hng into vulnenable arcunstinees m the tist place. The
institution sttt should Gk the initiative o meet necessany
standards on s own, rather than simpiv reacting to the
ﬁth“!lg\ and recommendations of auditors, The best Wi
o anvoid adverse tindurgs by agditons i todo an aceeptable
b betore the audit tihes pi;wc. :

Foxpreesio. cot the tuditors” Seape

A movement currenthy isounderway by governmental
atnditors toomsst on higher standards on the part of both
aditees and themselvessand also o augment the numbers
on their aaditing stathe This development will atfect alt
mstitutional admmistration, not ondy financid administra-
Lo,

Fhe mosenment into perfornnmee auditing is receiving
much attention and there appaars to be some de-emphisis
of tiancial aadits,
busmess ofticers concernmg the growing tendeney of timmn-

Phere are some reservations among

el auditors to extend their activiy bevond the area of
tmancial administration into other phases of the operations
of colfeges and unnversities, Phere nuiy e some doabt as
to the competonee of a financial auditor in doing a per-
formance dit. BEven o speciadist op education may not
be satlicienty quaditicd to warrant support when judging
the porformance ol aumcrous evpericneed cdocitors who
have devoted their careers o their particulur Tunctions,

There s fear that such performumee audits may have
reperctisstons on the overall auditing cffort and may under-
mime the professional prestive of auditors, If this deselop-
ment should be combined with a neglect o financal aadis,
the result would be damaging indeed 1o the aceeptance of
the anditing function,

itticndis tn Labieding Perjormicres tudits

Some uditors also appear o be concerned about the
aceeptance of performance audits, as shown in their grop-
g for o Llabel that will be acceptable o suditees. Some
sugec\t that the terms “management audit”™ and per-
formance audit™ are too abrasive. "Program aadit”™ may
be too limiting, “Effectiveness audit”™ does not hune the
right ring. Some have setded on “operatonat audit.” which
may be a near-meangloss term in this contest,

Where state awditors we coneernad, it may be appro-
priate to devote resources o the aperading of fiseal oper-
ationy i the various states hefore extending efforts into
unexplored arcas,
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Adise can be made thur more independent review and
wdgment of performanee can be beneticial, The deabt lies
i whether finanenal auditors are competent to cond aet such
activity. I higher education it would sceim preferable to
have teams of qualitied, practicing educators appraise the
petformanee of their counterparts. For example, the
physies department of aninstitution can be evaluated by a
campetent tean from the physios departments of other in-
stitations. AL east one institution is emploving this devie,
In fact, periodic examinations by acerediting teams now
comtitate a pe of performancee audit in higher cducation,

In normad circumstances there are wans in which hoth
the auditors and the st of the institution can contribute
toward improved maotual refationships m financial aedits,
Phe following pomnts have been developed from experience
and from with  tinancial
corporations and institutions.

Jdiscuission officeis of various

Wohar th - Dstitutional Stafi Cane Do

Lo Endeavor toinstill in its personned an understanding
of the role of auditors, Persons with financial re-
sponsthility should be encouraged o welcome an
audit. Only with regular awdits is there a degree of
assurimee o the individual that he or she and the
department are adequately carrving out their respon-
sibilities, Audits provide reassurance not only to the
istitutional stafl but to the governing board, tinan-
cil supporters, the federal government, the bond-
holders and, in the e of state imstitutions, the
fegisfature and the citizens of tho atate,

20 Buikd effective communivations with auditors, When
donew situation arises, the institution can henefit by
calling upon auditors to amitdvze its tentative position,
I top-fevel administrators maintain a good relation-
ship with auditors, the attitude will be reflected
by subordmates,

3 Develon accounting and procedures manuads and
Keep themy apdated. Auditors may use the manuals
an g souree of references as i means of determining
what internut controls are intended to be in effect in
order to appraise them, and as an instrument to audit
GLHnst.

4. Prepare annual tmancial statements and supporting
work papers. Formats of both should be prepared
i advance of vear end. This makes the schedules
part of the representition of the institution and in-
creases the efficiency of the auditors.

S0 Schedule work with the auditors and adhere to the
schedules. Failure to have seheduled work ready
will throw the entire prograny into chiaos. The audi-
tors are then over-staffed on the job. I they re-
assign stT to other auditees, the audit stafl may not
be available for the original job when the work s
ready.
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Encouruge institutional personnel to be receptive to
critivisnt and suggestions, to avoid a defensive atti-
tude, and to consider recommendations honestly,

Where ne criticism is contained in the awditor’s com-

ments there is likely to be stagnation on bath the
part of the auditee-institution and on the part of the
auditors,  Almost invariably any change in internal
control that helps or satisfies the auditors should
already have been made for the benetit of the insti-
tution,

Take full responsibility for stafl ctions and in-
actions. It should consider itself to be accountable
tor the recommendations of the auditors, Each
recommendation should be studicd seriously. The
institution's stadl cither should agree and implement
the reconunendation or it should disagree and give
the reasons. Podgnore recommendations is to muani-
fest poor munagement.

the fuditors Can Do

Continue the development toward appraisal of more
than just the financial statemonts, How were the
results brought about? Were the financial procedures
haphazard or well-organized? Was the administra-
tive process o burden or a help to the operation of
institutional programs?  As a result of ther inde-
pendence and their cono ety with other operations,
the auditors are quahfied o make appraisals and
suggestions regarding financial operations.
Consciously and continuously  endeavor to be a
maodel of good management,  Auditors should plan
the job, orgunize it by priorities, and then follow the
plan. Perhaps avditors could make better use of
interaal controls over the performance of their own
audits. More effort could be made to avoid over-
fapping of assignments and repetition of inquiries of
the organization being audited. A\ good policy would
be to complete cach job in turn. When a number of
jobs are only partially completed, there is wasted
effort involved in the process of going back and
finishing up.

The overall audit should be considered incomplete
untit the report is released.  Reportedly o per-
formance audit of a midwestern university was re-
feased about four years following the field work.
What is to be said about the performance of the

auditors responsible for that performance audit?
And of what value is it to the institution to receive
an appraisal that is four years out of date? The
auditors should adhere to the standards that they
often expect of the institution in the clarity and co-
hereney of their own work papers, There tends to be
an undermining of confidence in the audit if the
auditors refer to a deficieney and then are unable to
identify it.

2o

Work toward obtiining the respeet and aceeptance

of the personnel of the organization being audited,

Auditors  should avoid cynicism and  arrogance.

When fiest entering a department, they should intro-

Juee themselves to the department head and explain

their mission. They should be open and forthright

in their work and try to develop an understanding
of the work load of auditee personnel. They should
not be disappointed when an auditee is already
aware of a deficieney and is working to overcome it

4, Give adequate recognition to practicality, Training
as line managers would be valuable to auditors, since
4 mamager constantly must nuke compromises be-
tween the ideal and the practical. Auditors should
not over-emphasize o minor matter that would be
costly to implement. They should remember that
the college or university being audited must bear the
tinancial responsibility for implementing any recom-
mencition,

5. Know when to quit. Auditors need to identify the
point at which the job should be concluded and
then stop.

6. Retain their independence. An auditor is neither
helping an institution by favoring it nor by criticizing
unfairly. But the auditor who strives for fairness and
objectivity will carn increasing respeet.

While there is o natural tendency for individuals to be
less than enthusiastic about any type of examination, the
examination by auditors can be made to be Jess of un ordeal
for all partics than it sometimes is. Both auditor and the
auditee should consider that they have the same objectives
and benee are not antagonists.

If the institutional bouse is in order, if the suditors are
professional in stature and if both the staff of the auditee
and the auditors take conscientious steps toward good re-
lations. the result can be one of mutual benefit and satis-
faction,
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